I. Introduction
International migration constitutes one of the biggest aspects of the current economic globalization. One of the main consequences of migration is remittances, in others words the money sent back to home by migrants. Remittances constitute a significant amount of the resources received by developing countries, and some scholars argue that remittances are an external and stable source of funding for development (Ratha, 2005) . To put some numbers in perspective, the level of remittances attained 338 billion US dollars in 2008. And despite the recent worldwide crisis, remittances have shown a stronger comparative resilience than the other types of financial flows received by developing countries. Moreover, for a number of countries, remittances represent the most important source of external funding, exceeding the levels of foreign aid or foreign direct investment (Ratha, 2009) . The level of remittances exceeds that of aid in the whole developing world and they represent the second largest external source of funding after foreign direct investment.
The literature on the contribution of remittances to development can be split into two broad camps: on one side, the club of optimists and on the other side, the club of sceptics. Taking an optimistic view, remittances contribute to the development of recipient countries by relieving households' financial constraints, and by protecting them against several types of shocks.
Overall, remittances enhance economic growth, reduce poverty and help cope with shocks (Adams, 2005; Yang, 2008; Gupta et al., 2009; Giuliano et al., 2009; Bugamelli and Paternò, 2009; Ebeke, 2010a, Combes and Ebeke, 2011) .
For the sceptics, remittances are simultaneously a gift and a curse. By leading to an appreciation of the real exchange rate, or by reducing labor force participation in recipient country households, remittances do not contribute to economic development in the long run (Amuedo-Dorantes and Pozo, 2004; Chami et al., 2003; Chami et al., 2005) . The main motivation of these "sceptical" papers is to show that remittances are not a panacea, and that sometimes they may harm sustainable economic growth. For example, Catrinescu et al.
(2009) seek to explain the ambiguity among studies on the impact of remittances on economic growth by relating the effect of remittances to the quality of domestic institutions in recipient countries. Specifically, they show that remittances are more likely to contribute to longer-term growth when the remittance receiving countries' political and economic policies and Amuedo- Dorantes and Pozo (2004) , using a sample of Caribbean and Latin American countries, showed that a rise in remittances is associated with an appreciation of the real exchange rate. Chami et al. (2003) and Chami et al. (2005) pointed out that remittances create a moral hazard problem between the migrant and the recipient household when the latter has the incentive to reduce its labor force participation while increasing its leisure time.
A recent part of this literature explores the negative side-effects of remittances by questioning the contribution of these flows to economic policy. Shabbaz et al. (2008) investigate the relationship between the surge in remittances and government spending in Pakistan. They tested the hypothesis that remittances reduce the size of government by insulating both government and domestic population from the vagaries of the global economy. This idea has been developed and tested by Kapur and Singer (2006) , and Ebeke (2011) , for a large sample of developing countries. Abdih et al. (2008) using a large sample of developing countries, and after factoring in the endogeneity of remittances, have shown that remittances reduce institutional quality in recipient countries. This arises because the access to remittance income makes government corruption less costly for domestic households to bear; consequently corruption is likely to increase. Grabel (2009) pointed out that remittances may create a 'public moral hazard' on the part of developing country governments. That is, by partially resolving bottlenecks, remittances may actually encourage states in the developing world to ignore their traditional responsibilities because they assume that remittances will fill various voids. Chami and Fullenkamp (2009) propose a more severe analysis of the effects of remittances in recipient countries. They argue that if conditions are bad at home, families send more members abroad and use remittance income to compensate for the lack of government services. Therefore, they lose interest in pressuring the government to deliver better services, and the quality of government declines because the government does not feel compelled to provide services as it realizes that households can fend for themselves. This paper extends the previous analyses on the relationship between remittances and government behavior in recipient countries. I investigate what happens on the part of the public sector when remittances flow into countries characterized by bad governance. I test the hypothesis of the existence of a 'public moral hazard problem' by examining the effects of remittances inflows on the levels of public social spending when the government is not accountable. The hypothesis is validated when remittance inflows reduce government spending on social sectors. I propose the hypothesis that this behavior is more likely to be observed in countries when the public sector is not accountable. This can be explained by at least three arguments. Firstly, remittances constitute a form of private subsidy, and therefore bad governments can easily reduce public subsidies on these sectors. Secondly, access to remittances income makes a reduction of government subsidies less costly for domestic households to bear, a situation that might be exploited by rogue governments to divert resources. Thirdly, access to remittances income might reduce the incentive for recipients' households to exert accountability on governments. It is then plausible that individuals do not exert pressure on government for change simply because they can resort to remittances to solve their problems. Therefore, it is as if people renounce pressure for change more easily if they can receive an external assistance like remittances. This is also a form of moral hazard problem on the part of households which translates into a public moral hazard problem.
A large sample of developing countries is retained in order to test the impact of remittances on social public subsidies. The period of analysis is 1996-2007 and the unit of observation is the country. This period is retained for a number of reasons. As in Abdih et al. (2008) , I use as my main dimensions of governance and accountability, all the indicators provided by Kaufmann et al. (2009) in the World Bank Governance Indicators dataset.
I take advantage of the panel data structure of the dataset to estimate the effect of remittances on public social spending. Because remittances are plausibly endogenous and because public spending on social sectors is strongly autoregressive, the system-GMM estimator is useful to permit the reduction of the bias associated with the estimation of the autoregressive models as well as to instrument remittances with their lagged values. For robustness checks, I also present the results obtained from an augmented system-GMM estimator which includes an The results of the econometric analyses do not reject the hypothesis of this paper. It appears that remittances reduce public spending on education and health in countries 'badly' governed.
The remainder of the paper is as follows: Section 2 presents the econometric model of the relationship between remittances, governance and public spending, Section 3 discusses the results of estimations and provides empirical regularities, Section 4 checks the robustness of these results and I conclude with policy implications in Section 5.
II. Empirical Design

Econometric specification
The model specified is designed to measure the impact of remittances on the level of public spending on education and health among different levels of governance. For the choice of control variables, I take advantage of previous empirical models of the determinants of public spending on education and health in developing countries. These models are augmented with linear and multiplicative terms of remittances, and remittances crossed with the governance variables. Formally, the specification retained is the following:
where S is either the overall measure of social spending, public spending on education or public spending on health in percent of GDP. R is remittances as a percentage of GDP, and G is the index of governance quality. All the variables are expressed in the natural logarithmic form except the governance variables.
By controlling additively for the levels of remittances and governance quality, I ensure that the interaction term does not proxy for remittances or the level of institutional quality. This is an important point because remittances may have a direct effect on the quality of domestic institutions as has been shown by Abdih et al. (2008) . The impact that I identify here is however the influence of remittances on the level of public pro-poor expenditures in countries with governance problems. The model estimated with a yearly panel data structure is a dynamic panel data model with the following form:
with i u the country fixed effects.
A dynamic specification is used given the strong inertia characterizing government spending, which is often renewed every year in budgets. The hypotheses tested are that remittances (R)
are negatively associated with public spending on education and health at high levels of bad governance (existence of a public moral hazard effect due to remittances). Formally, this suggests that 0 2 < θ and 0 3 < θ .
1
Remittances are suspected of endogeneity because of omitted variables bias and reverse causality. Indeed, there exist some variables which might affect both remittances and public spending. For example, external shocks could influence remittances as well as the level of public social spending. Another omitted variable is the level of emigration, which is directly linked to remittances, and also affects the propensity of government to subside social sectors.
Moreover, emigration of individuals decreases the domestic tax base, government tax revenue and its capacity to supply public services.
2 Finally, endogeneity of remittances may also arise because of reverse causality. If the level of public spending on education or health is too low to permit households to use services, remittances can be sent to increase the access of recipient households to health care services or education (e.g. in the private sector). Moreover, a low level of public spending, which results in a low quality of public services, could encourage households to use remittances in the private sector, where the quality of similar services (e.g. schools, private clinics) is expected to be higher (Drabo and Ebeke, 2010) .
Altogether, it can be expected that the coefficients associated with remittances in OLS estimations will be downward biased.
Hence an econometric strategy based on instrumental variables must be implemented. I therefore resort to dynamic panel data estimators that allow the instrumentation of the explanatory variables suspected of endogeneity. Two commonly used estimators are retained:
the difference-GMM estimator (Arellano and Bond, 1991) and the system-GMM estimator (Arellano and Bover, 1995; Blundell and Bond, 1998) . 3 In the difference-GMM estimator, the model (2) is taken in first differences (to remove country fixed effects), and the first However, it has been recognized that the lagged values of variables in level are sometimes poor instruments for variables in first differences. The system-GMM estimator therefore increases the moment conditions in order to improve the efficiency. The equation in levels and the equation in first differences are combined in a system, then estimated with an extended GMM estimator system which allows for the use of lagged differences and lagged levels of the explanatory variables as instruments.
The GMM estimators designed for dynamic panel data are suitable to deal with endogeneity problems arising from simultaneity bias but also from reverse causality. Regarding the latter case, if low levels of public education and health expenditures increase the level of remittances sent to a country (because migrants may remit more to countries with low levels of public spending on education and public health), the naïve estimation techniques such as the OLS method give biased results. In contrast, the GMM estimators could reduce this reverse causality bias given that the lagged values of remittances used as the instruments for remittances are not affected by the contemporaneous levels of public spending. However, one limitation often recognized in the dynamic panel GMM techniques is that the lagged values of the endogenous variables are sometimes poor instruments for the variables in first differences.
If this holds, correcting the reverse causality bias through the use of the lagged values of the explanatory variables as instruments is misleading. This is why in this paper, the standard GMM estimator techniques are augmented by adding an "external instrument" that is suggested by the recent empirical literature on the macroeconomic determinants of remittances. The income per capita in the migrant host countries is therefore retained as the "external source of variation" for remittance inflows (see Section IV for a detailed discussion justifying the choice of this instrument). The addition of this external instrument should go some way towards vitiating the potential "weak instruments", simultaneity and reverse causality problems, that often arise in the context of traditional GMM estimations.
The variables
Two models are estimated according to the dependent variable used. I begin in each case with the model of public education spending. The exercise is repeated afterwards for public health spending. Following the empirical literature on the determinants of public spending on education and health in developing countries (Gbesemete and Gerdtham, 1992; Feyzioglu et al., 1998; Baqir, 2002; Okunade, 2005; Stasavage, 2005; Fosu, 2007 Fosu, , 2008 Docquier et al., 2008) , the set of control variables includes:
-GDP per capita in constant prices: this variable is included to control for the level of development among countries in the sample, but also to catch the elasticity of public spending with respect to income. Previous studies have found that public spending in social sectors is a normal good in developing countries (Okunade, 2005 ).
-Foreign aid: this variable catches the sensitivity of pro-poor government expenditure to external assistance from donors. This variable appeared to be positively related to government spending in previous studies (Gbesemete and Gerdtham, 1992; Gomanee et al., 2005; Fosu, 2007) . Three variables of aid are used in this paper: aggregate aid, education aid and health aid, according to the dependent variable retained. Aggregate aid per capita series are drawn from the World Development Indicators while sectorial aid comes from the Country Reporting System (CRS) of the OECD. 6 The main advantage of the CRS is to provide data on aid commitments with a high degree of disaggregation by purpose (sector). Its main disadvantage though, is that the data are only reliable for recent years (since 1995). For sectorial data on aid, I always use aid commitments to each sector for education and health.
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All series of aid are normalized by the country nominal GDP before taking them in logarithms.
-Debt service ratio: this variable is included to control for the effect of financial constraints at the government level on the amount of pro-poor (social) spending. As seen in previous works (Fosu, 2007 (Fosu, , 2008 , I expect a negative impact of this variable.
-Young population (age <14): this variable catches the demand for public subsidies in the education sector. I also control for this variable to drain off the possible impact of remittances on the demand for schooling. This is important to ensure that the effect of remittances on government spending is not driven by the positive correlation between remittances and the demand for schooling, but only by the supply effects arising from public sector behavior. -Total population growth rate: this variable measures the annual growth rate of the population in each country and would be positively correlated with public health spending. I also control for this variable to ensure that the effect of remittances is primarily due to supply effects emanating from the public health sector, rather than a demand effect for health services fueled by the positive correlation between remittances and fertility. 8 -Inflation rate: I control for the inflation rate (the growth rate of the GDP deflator index) to assess the impact of overall macroeconomic instability on the composition of public social spending. I therefore expect the coefficient of this variable to be negative.
-Urbanization rate: this variable is introduced to capture the public preference in the geographical allocation of public funds for education and health to rural or urban areas.
-Remittances: data on remittances are drawn from the IMF Balance of Payments Yearbooks.
The remittance variable is defined as current private transfers from migrant workers, who are residents of the host country, to recipients in their country of origin. I do not include the other components, such as compensation of employees or migrant transfers, which do not exactly represent remittances as a flow and as private decisions. Data are expressed in percentage of GDP before transforming into logarithm.
-Governance: This variable captures the inability of the government to implement policies for sustainable development. More recently, the six indicators were defined as:
Voice and Accountability -measuring the extent to which a country's citizens are able to participate in selecting their government; as well as freedom of expression, freedom of association, and a free media. Government effectiveness -measuring the quality of public services; the quality of the civil service and the degree of its independence from political pressures; the quality of policy formulation and implementation, and the credibility of the government's commitment to such policies.
Regulatory quality -measuring the ability of the government to formulate and implement sound policies and regulations that permit and promote private sector development.
Rule of law -measuring the extent to which Law Enforcement agents have confidence in and abide by the rules of society, and in particular the quality of contract enforcement, the police and courts, as well as the likelihood of crime and violence.
Control of corruption -measuring the extent to which public power is exercised for private gain (including both petty and grand forms of corruption), as well as "capture" of the state by elites and private interests.
It should be noted that these governance indicators are all based on data from expert assessments, polls of experts and surveys of government officials and businesses, and therefore capture perceptions of the government process rather than any formal aspects of the actual government structure in any given country. This creates the important problem that perceptions are shaped not just by the government environment, but also by many other aspects of the socio-economic environment, thereby creating its own set of endogeneity and reverse causality issues. There is a large literature critical of the World Governance Dataset (Arndt and Oman, 2006; Kurtz and Shrank, 2006; Kurtz and Shrank, 2007) Table A1 and Table A2 of the Online Appendix. The sample used covers a large number of developing countries (86 countries).
Next, I turn to the estimations of the econometric models. The panel data is unbalanced given missing values for some countries.
III. Results
Results for public education spending
The results of the estimations of Model 2 specified for the case of public education are presented in Tables 1 and 2 . Table 1 presents the results using the difference-GMM estimator, whereas Table 2 shows the results derived from the estimator of the system-GMM. In each [ Table 1 
about here.]
When I turn on the system-GMM estimator, the results highlight a negative and significant coefficient of the interaction of remittances crossed with each of the six indicators of bad governance (Table 2) . It also appears that a high level of government ineffectiveness and a low score on the variable rule of law are the most important sources of public moral hazard effects of remittances. The coefficients of the interactive terms with these variables exhibit the highest absolute values.
[ Table 2 about here.]
Regarding the control variables introduced, the results indicate that the only control variable that is consistently significant is the lagged dependent variable with a relatively high estimated coefficient close to 0.6 across the specifications. It is also worth noting that I have (Arellano and Bond, 1991) is asymptotically close to zero. In contrast, the system-GMM estimator which increases the set of the moment conditions by combining the equations in level with the ones in first difference helps reduce the bias of the difference-GMM estimator. This is why in this paper, the preferred results are clearly those obtained through the system-GMM estimator.
The results also highlight a positive and significant effect of the additive term of remittances in the models. Since the coefficient of this variable identifies the effect of remittances on government spending on education when the governance variable equals 0, this suggests that remittances increase the level of public expenditure in countries which do not suffer from governance problems. This result can be explained by the impact that remittances can exert on government indirect tax revenues, which help government to finance more public services (Ebeke, 2010b) .
Results for public health spending
The results are presented in Tables 3 and 4 . All the diagnostic tests associated with the GMM methodology validate the estimation results. In Table 3 , I present the results by using the Arellano-Bond estimator, and the system-GMM results are shown in Table 4 . The difference-GMM results of Table 3 validate (in 5 cases out of 6) the hypothesis that remittance inflows reduce public health spending in countries experiencing governance problems. 12 The system-GMM results (Table 4 ) highlight a fiscal retrenchment in the health sector in 4 cases out of 6.
The coefficient of the interactive term of remittances crossed with the governance indicators is not statistically significant in the case of corruption and regulatory quality, even though they exhibit the expected negative sign. In all the remaining cases, the hypothesis that remittances reduce strongly the allocation of public funds into the health sector is not rejected by the data. Again, the strongest impact is observed when the variable "Rule of law" is used (column 2).
[ Tables 3 and 4 about here.]
Regarding the control variables, only the lagged dependent variable, the GDP per capita, and the additive term of remittances exhibit statistically significant coefficients in some specifications.
IV. Robustness Checks
I proceed in three steps to check the robustness of the previous results. Tables of results are reported in the Online appendix.
Adding an external instrument for remittances
I estimate the models with an augmented system-GMM-IV estimator in which remittances, and remittances crossed with the indicators of governance, are instrumented by their lagged value and by an external instrument borrowed from the recent macro-econometric literature on remittances. Though I do not possess a sufficient number of excluded instruments for it to be possible to apply standard IV techniques, the addition of these external instruments should go some way towards vitiating the potential "weak instruments" problem that often arises in the context of traditional GMM estimation (Arcand et al., 2008) . Two external instruments were added: the log-weighted GDP per capita for each of the migrant host countries, and this variable crossed with each indicator of governance quality (Combes and Ebeke, 2011; Aggarwal et al., 2010; Acosta et al., 2009 ).
13
Testing for the existence of a common factor representation in the system-GMM-IV estimation
Consider again the model describing the effect of remittances on public spending conditional on the level of governance:
Suppose that the error term of the model is serially autocorrelated, As noted by Blundell and Bond (2000) and Arcand et al. (2008) , this type of model has a dynamic common factor representation which involves σ-differencing the model so as to obtain:
which can be rewritten as:
and where the common factor restrictions are given by:
Given consistent estimates of the unrestricted parameter vector π l and var(π l ), these restrictions can be tested and imposed using minimum distance to obtain the restricted parameter vector ( )
.
Aggregating all the dimensions of governance into a single index using the PCA analysis I estimate the public spending models using an aggregate index of governance quality which combines all the 6 separate dimensions into a single index. The principal component analysis method is used to achieve this. The aggregate index of governance is the first principal component of the vector of the six indicators of governance already constructed. 
Results of the robustness tests
In Table A4 (public education spending models) and Table A5 (public health spending models) of the Online appendix, I test the robustness of the results using the augmented system-GMM-IV in which I include the external instrument for remittances, and remittances For the public education spending model (Table A4 ), all the coefficients of the interactive variables exhibit the expected negative signs and are statistically significant. These results confirm the hypothesis that remittance inflows are creating a public moral hazard problem in the public education sector for badly governed countries. The same results are obtained for the case of public health spending (Table A5 ). However, there remain two instances for which the coefficients of the interactive term are not statistically significant -Regulatory quality and Corruption). This result had already been demonstrated in Table 4 .
In Table A6 and Table A7 Whatever the specifications, the results highlight a negative and highly significant coefficient of the interactive term of remittances crossed with the composite governance index.
Moreover, the range of the estimates of this coefficient is similar to what have been estimated in the previous tables.
I can therefore conclude that even when all the dimensions of governance are combined into a composite index, the finding that remittances reduce public spending on education and health in countries experiencing governance problems still remains, and is highly significant.
V. Concluding Remarks
This paper analyses the effect of remittances on public policies in countries affected by governance problems. I tested the hypothesis that governments of badly governed countries after factoring in the endogeneity of remittances, the potential effect of remittances on the demand for public services and the other sources of financing for the social sectors, the paper concludes that the remittance-induced fiscal retrenchment in social sectors takes place in developing countries with serious governance problems.
The paper has illustrated how remittances combined with bad public governance might induce a moral hazard problem both on government and households. Indeed, the negative effect of remittances on public spending on social sectors in institutionally vulnerable countries is the combination of two reinforcing effects: (i) public moral hazard -because the government has more incentive to reduce and divert resources, rather than providing subsidies since it thinks that remittances will do the "job".
(ii) household moral hazard -because remittances mollify the recipient households which do not have the incentive to monitor the government and so leave the cost of insurance to the migrant. Arellano and Bond (1991) test of autocorrelation of order 1 and 2 of residuals in first difference, respectively. The one-step difference-GMM is retained to estimate the coefficients. The unit of analysis is the country and the unit of observation is the year. Remittances and remittances crossed with the governance variables are treated as predetermined and therefore instrumented by their lagged values. Dependent variable: log of public education spending-to-GDP. * p < 0.10, ** p < 0.05, *** p < 0.01. Arellano and Bond (1991) test of autocorrelation of order 1 and 2 of residuals in first difference, respectively. The one-step system-GMM is retained to estimate the coefficients. Difference-in-Hansen test reports the p-values based on the null hypothesis that the instruments in the levels equation are exogenous. The unit of analysis is the country and the unit of observation is the year. Remittances and remittances crossed with the governance variables are treated as predetermined and therefore instrumented by their lagged values. Dependent variable: log of public education spending-to-GDP. * Arellano and Bond (1991) test of autocorrelation of order 1 and 2 of residuals in first difference, respectively. The one-step difference-GMM is retained to estimate the coefficients. The unit of analysis is the country and the unit of observation is the year. Remittances and remittances crossed with the governance variables are treated as predetermined and therefore instrumented by their lagged values. Dependent variable: log of public health spending-to-GDP. * p < 0.10, ** p < 0.05, *** p < 0.01. Arellano and Bond (1991) test of autocorrelation of order 1 and 2 of residuals in first difference, respectively. The one-step system-GMM is retained to estimate the coefficients. Difference-in-Hansen test reports the p-values based on the null hypothesis that the instruments in the levels equation are exogenous. The unit of analysis is the country and the unit of observation is the year. Remittances and remittances crossed with the governance variables are treated as predetermined and therefore instrumented by their lagged values. Dependent variable: log of public health spending-to-GDP. * p < 0.10, ** p < 0.05, *** p < 0.01. 2 Docquier et al. (2008) have recently shown in a cross-sectional analysis, a negative impact of skilled migration on public subsidies for education: the average elasticity of public education subsidies to skilled migration rates amounts to − 0.20.
3 The Anderson-Hsiao estimator (A-H) is another estimator that can be used to estimate this type of dynamic panel model. The A-H estimator specifies the original model in its first difference form and instruments the endogenous variables with their lagged values. Although the A-H estimator is simple to implement, the major concern is that the autocorrelation of the residuals in first difference is not taken into account and tested. This is why the dynamic panel GMM estimators (Arellano and Bond, 1991; Blundell and Bond, 1998) are useful since they resort to the generalized method of moments to estimate the parameters. This method dominates in efficiency the traditional 2SLS (the procedure used in the implementation of the A-H estimator) in the case of non-spherical perturbations (heteroskedasticity and autocorrelation of unknown forms). I tried to estimate all the models using the A-H estimator but I obtained unreliable results with no significant coefficients for all the explanatory variables. 11 This is also the case for the remittance variable which is recognized to have a strong inertia due to the high stability that the flow exhibits over the time. 12 The only case for which the coefficient of the interaction term is not significant is the specification using the regulatory quality.
13 I computed the GDP per capita in the migrants' host countries by weighting the GDP per capita of all other countries by the share that each of these countries represents in the emigration of workers of developing countries. The bilateral migration matrix used to make calculations was drawn from the World Bank web site:
http://econ.worldbank.org/WBSITE/EXTERNAL/EXTDEC/EXTDECPROSPECTS/0,,contentMDK:21154867p agePK:64165401~piPK:64165026~theSitePK:476883,00.html 14 The aggregate index is rescaled so that the variable is between 0 and 1.
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(1) (2) (3) (4) (5) Arellano and Bond (1991) test of autocorrelation of order 1 and 2 of residuals in first difference, respectively. The one-step system-GMM is retained to estimate the coefficients. The unit of analysis is the country and the unit of observation is the year. Remittances and remittances crossed with the governance variables are treated as predetermined and therefore instrumented by their lagged values. The log of the GDP per capita in the host countries and this variable crossed with the indicators of governance are added in the instrument matrix. Dependent variable: log of public education spending-to-GDP. * p < 0.10, ** p < 0.05, *** p < 0.01. Table A5 : Governance quality, remittances and public health spending, system-GMM-IV with a Common Factor representation. Arellano and Bond (1991) test of autocorrelation of order 1 and 2 of residuals in first difference, respectively. The one-step system-GMM is retained to estimate the coefficients. The unit of analysis is the country and the unit of observation is the year. Remittances and remittances crossed with the governance variables are treated as predetermined and therefore instrumented by their lagged values. The log of the GDP per capita in the host countries and this variable crossed with the indicators of governance are added in the instrument matrix. Dependent variable: log of public health spending-to-GDP. * p < 0.10, ** p < 0.05, *** p < 0.01. Control variables are included in all the models but are not reported. The governance index is computed from a principal component analysis on the six dimensions of governance used before and is rescaled between 0 and 1. All the variables excepting the governance measure are expressed in natural logarithm form. m1 and m2 p-values refer to the Arellano and Bond (1991) test of autocorrelation of order 1 and 2 of residuals in first difference, respectively. The one-step system-GMM is retained to estimate the coefficients. Difference-inHansen test reports the p-values based on the null hypothesis that the instruments in the levels equation are exogenous. Comfac is a minimum distance test of the non-linear common factor restrictions imposed in the restricted models. P-values are reported. The unit of analysis is the country and the unit of observation is the year. Remittances and remittances crossed with the governance variable are treated as predetermined and therefore instrumented by their lagged values (Column 1) and I augment the instrument matrix with the log of GDP per capita in the host countries and with this variable crossed with the governance index (Column 2). In column (3), I estimate the model by imposing and testing for the common factor representation. Dependent variable: log of public education spending-to-GDP.
* p < 0.10, ** p < 0.05, *** p < 0.01. Control variables are included in all the models but are not reported. The governance quality index is computed from a principal component analysis on the six dimensions of governance used before and is rescaled between 0 and 1. All the variables excepting the governance measure are expressed in natural logarithm form. m1 and m2 p-values refer to the Arellano and Bond (1991) test of autocorrelation of order 1 and 2 of residuals in first difference, respectively. The one-step system-GMM is retained to estimate the coefficients. Difference-in-Hansen test reports the pvalues based on the null hypothesis that the instruments in the levels equation are exogenous. Comfac is a minimum distance test of the non-linear common factor restrictions imposed in the restricted models. Pvalues are reported. The unit of analysis is the country and the unit of observation is the year. Remittances and remittances crossed with the governance variable are treated as predetermined and therefore instrumented by their lagged values (Column 1) and I augment the instrument matrix with the log of GDP per capita in the host countries and with this variable crossed with the governance index (Column 2). In column (3), I estimate the model by imposing and testing for the common factor representation. Dependent variable: log of public health spending-to-GDP.
* p < 0.10, ** p < 0.05, *** p < 0.01. Again, I would sincerely like to thank the referee for the insightful comments provided in his latest report. The referee pointed out three main points and four brief comments in his report and globally, I
totally agree with the referee on all these points. Following all the suggestions provided in the report, I
have proceeded to the required revisions of the manuscript. Below are the descriptions of the changes made.
1. Following the referee's suggestion, I have replaced all the references to government vulnerability with the terms 'governance' or sometimes 'governance quality', 'good governance' or 'bad governance'. The expression 'governance vulnerability' has been therefore deleted and replaced in every part of the paper and in the Tables. 3. A discussion about the reverse causality problem between remittances and public social spending has been introduced in the text (page #7). The paragraph also discusses how the GMM estimators, by using the lagged values of variables to instrument the contemporaneous values help deal with the reverse causation bias. The rationale behind is that it is difficult to assess that the contemporaneous levels of public social spending affect the lagged levels of remittance inflows. Finally, the augmented GMM estimator used in the paper which combines the 'ready made' instruments (the lagged values of variables in levels or/and in differences) and an 'external instrument' for remittances (the average real income per capita in the migrant host countries) could also reduce the bias due to the reverse causality.
On the 'four new brief comments'
4. The term 'rogue government' has been changed following the referee's suggestion. 6. Following the advice of the referee, in page #12 and after, a discussion on the implications of the significance of the coefficient associated with the lagged dependent variables has been provided in the text. The main idea is that in a context of relatively strong inertia of the variables, the difference-GMM estimator is not useful for the identification of the parameters due to the fact that the lagged variables in levels used as instruments explain very little the instrumented variables in first differences. This is why the paper also resorts to the system-GMM method, which is more efficient in such a case.
7. Following the suggestion of the referee, the last paragraph of the conclusion has been removed. 1  2  3  4  5  6  7  8  9  10  11  12  13  14  15  16  17  18  19  20  21  22  23  24  25  26  27  28  29  30  31  32  33  34  35  36  37  38  39  40  41  42  43  44  45  46  47  48  49  50  51  52  53  54  55  56  57  58  59  60 
